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Blistering rally to soon take pause       

..    
 
 
 
 
  

Correction inevitable as Taiex hits 20,000-point mark 

We believe the AI frenzy will continue to support consensus Taiex earnings growth of 20% 

each year in 2024-25F, as well as a bullish Taiex over the long term. Near term, non-AI 

applications such as PC, handset, industrial and automobile are entering slow season and 

facing uncertain recovery, which is weighing on overall Taiex earnings in 2Q-3Q24F and 

therefore further market upside. In addition, the overweighting in stocks by funds 

globally is nearing the kind of overheated levels as seen in the past, which often presages 

a market correction. And lastly, significant buying of high-dividend ETFs points to a 

looming ‘shoeshine boy’ event, also an ill omen for the Taiex. 

Ex. AI, 2Q-3Q24F consensus Taiex earnings muted on slow season 

Judging by recent corporate financials and analyst meetings, we conclude that AI is the 

only sector that will perform well. The market has been pumped on AI PC and AI handset 

demand since the end of last year and is optimistic about a recovery of PC and handset 

demand in 2024F. However, we believe the current market euphoria needs to be 

tempered, based on feedback from end markets, namely: (1) consensus 2024F global PC 

shipments growth estimate will likely be revised down from 6% to low single digits; and 

(2) consensus 2024F handset shipments growth estimate will likely be cut from 4% to 

flattish. Moreover, due to a stalling China economy, industrial manufacturers globally are 

now guiding for lower-than-previously-projected sales for 1Q24F, while the EV market is 

slowing significantly. All told, we don’t think Taiwan’s robust AI server shipments are 

sufficient to fill the gap left by a fragile recovery in non-AI demand, and thus don’t expect 

Taiex earnings to impress in 2Q-3Q24F. We forecast Taiex earnings growth YoY in each 

quarter of 2024F will be 23%, 18%, 9% and 31%. A weakening earnings growth trend often 

depresses Taiex performance. 

Global funds stock investment weighting nears overheated levels 

According to a March survey, the investment weighting in stocks by funds globally now 

exceeds 28%, one standard deviation above the long-term average. This has historically 

portended a stock market correction in the medium term. If this ratio is two standard 

deviations higher, it points to a bearish turn for the market. Since the ratio exceeds the 

average by one standard deviation, market bullishness will be capped. 

‘Shoeshine boy’ event looming in Taiwan 

Taiwanese investors have been significantly buying into high-dividend ETFs recently, 

which suggests the ‘shoeshine boy’ theory of stock investment is playing out, with local 

investors once again ignoring the market axiom that an overcrowded market is a 

precarious market to be in. The record-breaking Taiex seen during the COVID-19 

pandemic saw local investors pile into active stock funds in 2021, only to get burnt by the 

market slump in 2022. And in 2023, betting on US rate cuts, retail investors stampeded 

into bond ETFs, later incurring on-paper losses based on an average subscription cost of 

3.9%, which was the average 10-year Treasury yield last year. 

Valuation & Action 

Although we believe Taiex bullishness is intact for the long term, we see a correction as 

inevitable. This is because AI is the only strong sector, with overall Taiex earnings to be 

hit by slow season in 2Q-3Q24F. Meanwhile, the overweighting in stocks by funds globally 

and overzealous buying by Taiwanese investors of high-dividend ETFs are both warning 

signs of an overheated stock market. We recommend investors shift to defensive trading. 

Our top picks are high-dividend, low-valuation plays. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the 

relevant regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in 

the respectively covered stock, issuer and/or new listing applicant. 

 

  

Disclaimer 
All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia 

Limited (“KGI”) or an affiliate of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation, solicitation or recommendation to subscribe for or invest 

in any securities or investment products or services nor a distribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and 

does not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the 

United States of America or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information contained 

in this report is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial situation or needs. Such information is not 

intended to provide professional advice and should not be relied upon in that regard. 

Some of KGI equity research and earnings estimates are available electronically on www.kgi.com.hk. Please contact your KGI representative for information. The information and opinions 

in this report are those of KGI internal research activity. KGI does not make any representation or warranty, express or implied, as to the fairness, accuracy, completeness or correctness of 

the information and opinions contained in this report. The information and opinions contained in this report are subject to change without any notice. No person accepts any liability 

whatsoever for any loss however arising from any use of this report or its contents. This report is not to be construed as an invitation or offer to buy or sell securities and/or to participate in 

any investment activity. This report is being supplied solely for informational purposes and may not be redistributed, reproduced or published (in whole or in part) by any means for any 

purpose without the prior written consent of KGI. Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein. 

Members of the KGI group, their affiliates and their directors, officers and employees may from time to time have a position in any securities mentioned herein.  


